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ir. Chairman and Members of the Subcommittee:

Over the past ten years numerous changes, additions and refinements
jave been made in Federal student aid programs-~inc1ud%ng the Education.
\mendments of 1972 which created the Basic Educational Opportunity Grant
‘BEOG) program and the State Student Incentive Grant (SSIG) program, and
converted the Educational Opportunity Grant (EOG) program into a new program
designed to supplement BEOG. Specifically, since 1965; nine separate
laws have been enacted which have involved significant changes in the Guaranteed
Student Loan (GSL) program.

The six most significant statutes are reflected on the attached
chart with the major provisions of each shown in somewhat abbreviated
fashion (Exhibit A). These numerous and continuous changes to the
program contribute to confusion, complexity, and misunderstanding by
Students, schools and lenders, and affect the administration of the
program itself. Proper management of the program could be more readi1y

achieved if stability and continuity in the legislation were introduced.

We know that all the legislation authorizing these programs expires this

year. It is my hope that Congress will work to simplify these programs rather

than expand this enormous tangle of legislation. Since these hearings have

not touched at length on the administrative prqP]ems created by the legisla-
tion we must administer, I would like to discuss this factor in my presenta-
tion today. I suggest that at least some measure of the problems you are
concerned about is caused by legislative changes which permit and- eveiv encourage:

extensive participation by many institutions which should not be in the

programs.
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Growth of the Programs

A11 of the various Federal student aid programs have expanded
dramatically over thé past ten years. For example, the GSL program is
now of tremendous size--it is the largest single contributor to student
financial aid provided by the Office of Education. Over five million
students attending some 8,700 educational institutions have secured more
than $8 billion in loans from approximately 19,000 private lenders.

Only one-half of the program is Federally insured. The remainder of

funds are guaranteed by 27 State and private agencies, all but two of

which are 80 percent reinsured against loss by the Federal Government.

It is important to emphasize at this point that we are talking about private
capital under a Federal guarantee of repayment.

Any program of this size and nature involving millions of students,
thousands of lending and educational institutions, and several different
agencies has numerous day to day operational and administrutive requirements
which must be met. Failure to meet these needs has led to the problems

we are currently experiencing in the program.

Limited staff resources relative to administrative responsibilities

The program grew at an explosive rate. The attached charts show
the dollar value and number of commitments made since the program's
inception in Fiscal Year 1966 (Exhibits B and C). Cumulative volume
reéched $2.2 billion by the end of Fiscal Year 1970 and more than doubled
two years later to $4.6 billion, and as of this date is over $8.3 billion.
While the program grew, staffing to manage the program lagged significantly

behind management requirements. An appreciation of these staffing

4
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deficiencies can be gained by comparing the attached chart on authurized
staffing levels (Exhibit D) with the charts depicting program growth. As
ve appraise the past rgpord of the Office of Education to manage this program,
it must be kept in mind that when the "floudgates" were opened in 1969 to
allow virtually every kind of institution--public, private, profit, non-
profit, non-collegiate, and correspondence schools--into the program, we
had only 50 persons on the staff. Keep in mind that with this action, Congress
put us in the loan business in every city and town in the United States.
Compare this staff with what any nationwide billion-dollar business woula
have out in the private sector. This impossible demand on a small staff must
be kept in mind as our performance is appraised and charges of mismanagement
and bungling are leveled against us. Staffing of significance did
not begin to become available until 200 positions were authorized with
the 1974 Supplemental Appropriation in June of 1974. It is clear that
neither we nor the Congress recognized the size and complexity of this
program and the potential problems that would occur by not providing
adequate staffing and resources.

Until enactment of the Education Amendments of 1972, any educational
institution which met the statutory definition of "eligible institution"”
was automatically eligible for participation in the Guaranteed Student
Loan program. There was no statutory basis for regulating the practices
of educational institutions nor for terminating a school or college's

eligibility unless they no longer met the statutory eligibility requirements.

Many of the defaults now being experienced in the GSL program are attributable




Page’ 4

to loans made during that periad. However, the Education Amendments of
1972 authorized the Commissioner to issue regulations setting forth
standards and requirements that educational institutions had to meet in
order to participate as eligible educational institutions (i.e., for
their students to receive loans). Educational institutions that do not
comply with these regulations are subject to having their eligibility
limited, suspended, or terminated.

We would support the extension of this provision to the other

student financial aid programs. We would not favor limiting the applicability
of this provision only to certain categories of educational institutions,

but we would advocate authority to make rules that apply only to institutions
which are obviously high risks from the standpoint of accountability for
Federal funds.

The authorizing legislation for the Guaranteed Student Loan program
generally places lenders in two broad categories: regulated and nogl
regulated. By law, those lenders which are subject to both the examination
and supervision of a State or Federal agency may participate as lenders.

This category includes commercial banks, savings and loan associations,
credit unions and mutual saviﬁgs banks, all of which are subject to
periodic examination and supervision as lending institutions.

The statute also permits State agencies, educational institutions,
pension funds and insurance companies to qualify as lenders. However,

none of these lenders are subject to examination and supervision as

lenders by any State or Federal adency which has responsibility for lending
institutions; therefore, it has been necessary for the Dffice of Guarantead
Student Leans to assume that function in cooperation with the HEW Audit

| ERIC 6.
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Agency. Proposed regulations, which are currently being developed for

such nonregulated lenders will have to meet to qualify for both initial
and continued program eligibility. These reguiations will be more
stringent than those for lenders who are already suéject to scrutiny as
lenders by Federal and State bank examiners. Once they are effective,
these provisions should do much to improve the quality of all lenders

participating in the program.

Current Status

The prob]emé we now face in this area are being addressed by the
Office of Education as best we can with our limited resources. But keep
in mind the-volume; it is a. multi-billion dollar program assisting ovér
5 million students®through 19,000 lending institutions.

The new staffing authorized for the GSL program together with the
reorganization and new management brought into this program in the last
year have enabled us to begin to identify these and other problems and
begin to take necessary actions. The remainder of my testimony outlines
the many steps taken by management during the past year to improve the

administration of all of our student assistance programs.

Guaranteed Student Loan Program

In order to more effectively manage the GSL program, we have employed a
new Associate Commissioner who has been on the job for a little more than a
ysear. We have transferred the program to the Deputy Commissioner for Management.
Vew management, established in the past year, has been working to end

O st of these abuses.

7
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Following are five significant steps which we have taken:

1. Design of a new data management system. During the past year

a nuw system concept has been approved and is currently being developed.
This system establishes what we call "front-end control® (i.e., control
of actual disbursements to schools) and "rear-end control", which deals with
pre-claims, claims and collections. A pilot of the "prear-end" system is in
operation today in the San Francisco region. Incidentally,the regional
~ GAO personnel have been consulted by our data division staff during this
implementation. This system will have an immediate impact in establishing
the crucial controls over inventory, receivables, etc. which GAO highlights
as deficient. Inventory of all claims in every region is scheduled for
completion by the spring of 1976. In addition, the system wilte
--Require periodic disbursement, thereby preventing both students and
lenders from skipping with the total amount of the loan at the
outset.
--Allow validation of interest and special allowance payments due
lenders, thereby eliminating a major problem which we have with the

present billing system.

2. Refinement of the lender population. A sizeable problem faced

by new management is that there are many lenders already in the program

with poor performance records who do not wish to leave it. The problem

u
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_egan years ago with the absence of proper guidaﬁce and control of
lenders. We have faced this issue squarely and have begun to identify
those lenders with poor performance trends. A compietely new performance
~eport was instituted, effective June 30, 1975. This report provides
complete data on past due accounts in numerous categories. Although
there has been some resistence by certain groups of lenders, we feel
that this form is a basic tool for necessary collection of performance ’
data.

The report requires unregulated lenders to give data on GSL paper
sold, their repurchase responsibilities and the performance at point of
sale on all outstanding loans. Many abuses in ‘this program result from
the special arrangements between lenders on school originated paper.
These data will enable us to ferret out these situations and to take
appropriate actions.

A tracking system for lenders, depicting the year to year movement
of GSL outstandings, their past due status, lender financial statements,
and other factors was required to visualize lender performance. A new
lender trend record is the basis for selecting certain lenders for
review by our compliance staff and HEW Audit Agency. Appropriate credit

lines are being established for each non-regulated lender.

i

3. Creation of a compliance staff. New management has created an

eleven-member compliance unit which reports directly to the Associate
Commissioner which will audit and investigate lenders with adverse performance,

initiate actions to 1imit, suspend, and terminate where appropriate, and

9
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interface with other agencies to obtain proper actions. This staff will
assist in the training of 46 examiners in our regional offices.

4. New regulations. In February of this vear the Office of Education

published a final régu]ation which governs lender performance in the Federal
program and school performance in the entire GSLP. In accord with the
authority given to the Commissioner by statute, schools and lenders which
fail to meet required standards will have their participation limited,
suspended or terminated.

Consumer protection requirements of these regulations require
revisions in many school policies, changes in catalogs and enrollment
contracts, and other adjustments.

5. Establishment of a proper collection organization. The addition

of 109 loan collection positions authorized in June, 1974, has increased
our collection staff to 135. The training necessary for these new
employees has been accomplished through the development of a videotape
instructional program and basic modular collection manual. Our data for
the most recent fiscal year indicates that there is a 6:1 ratio between
" amounts collected and collection costs.

In addition to these administrative actions, we have also proposed
certain legislative changes to the Congress. These recommendations,
contained in S. 1229 introduced on HMarch 18 of this year by Senators Javits,
Beall, Schweiker, and Stafford, would amend the Higher Education Act and

the Bankruptcy Act in a number of respects so as to decrease the number

10
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of defaults. We testified before the Senate Subcommittee on Education
on this measure on March 5, 1975, but no further action has been taken
thus far. [ should add that this is the second time we have proposed parts
of this legislation and we are anxiously awaiting Congressional action.

Before I leave this subject I would like to make what I believe to
be a Fritica] point. Much has been made of the high default rates we've
been experiencing in this program, both in the Congress and in the
press. I respect these criticisms. However, I think we must remember
that we are not dealing in the GSL program with blue-chip borrowers.
Rather, we are dealing with some of the worst credit risks a lender
sees: young, unemployed persons with few, if any, assets.

On a cumulative basis, through February 1974, 52 percent of the

borrowers in the Federal program came from families with annual adjusted

incomes below $6,000. Seventy-nine percent had family incomes less than
$12,000.

If the purpose of this program is to accomplish certain social
aims, I feel we must expect certain default rates. If the risks were
not perceived to be greater than lenders are willing to take in their normal
operation, there would be no need for a government guarantee. On the A
other hand, if we want to start making loans in this program on a sound

business basis, we must recognize that we will substantially alter the

mix of borrowers, thereby depriving many needy students of the opportunity
to attend a postsecondary institution at all. It should be pointed out that

for every dollar of private capital in the program, the cost to the Federal

o “overnment is 23 cents. (See Exhibit E).

11
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College-Based Programs

I understand that in ear]ier'testimony it was indicated that "HEW's
compliance policies for these programs (the National Direct Student
Lvan, College Work-Study, and Supplemental Educational Opportunity
Grants Programs) are based on faith in the integrity of the schools,"
with an implication that this showed a laxity or naivete on our part. I
wish to affirm my support for the fact that our-compliance policies are
based on faith in the integrity of the participating schools, and point
out that to do otherwise would not only be contrary to the basic principle
that people are innocent until proven guilty, but would also require a
staff in the OE headquarters and regional offices of staggering size. You
must reali.e, however, that it is practically impossible to devise procedures
which would prevent abuse by & person in a position of trust who is determined
to misuse that trust.

However, we have encouraged and urged institutions to have regular
audits done. The number of program audits received for the college-

based programs during the past three fiscal years is:

FY 1973 1,822
FY 1974 2,379 ?
FY 1975 2,345

In addition, the proposed regulations for the Hational Direct
Student Loan and College Work-Study Programs, published in the Federal
Register cn October 14, 1975, require that institutions scr..dle program

audits not less frequently than once every two years. If this requirement

is contained in the final regulations, a similar requirement will be

12
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inserted in the Supplemental Educational Opportunity Grants Program
regulations.

A more comprehensive discussion of our audit situation for the
campus-based’ programs is contained in my longer statement submitted for
the record.

With regard to the general administration of these programs, it is

quite true that official current regulations have not been available in

a timely fashion. However, final current regulations for the administration.

of the Supplemental Educational Opportunity Grants Program were published

in the Fe&era] Register on October 21, 1974 and add}ess in detail such subjects

as institutional .applications, application review and approval of request,
the institutional agreement, fisca1‘procedures and records, and termination
and suspension. Similar pr;visions have been included in the Notice of
Proposed Rulemaking for the administration of the College Work-Study and
National Direct Student Loan Programs. FinaJ'regu1ations on these
programs should be issued within the next several months. We believe
that the existence of current official regulations will assist in improving
the operation of the campus-based programs. “

Finally, I would 1ike to mention some additional recommendations

for legislation relating to institutional eligibility which we are

considering.

Legislative Possibilities

We presently have under consideration--and expect to forward to

Congress soon--proposed statutory language which, if enacted, would

IERJi:among other pgints) strengthen the Office's ability to review the

T - 13
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performance of institutions relative to student aid programs. The
proposed language would also provide for establishment of apprepriate
guidelines for institutional financial responsibility and the maintenance
of student records, compliance with ethical standards for advertisement
and recruitment of students, provision for fair and equitable tuition
refund policies, and nublic disclosuré of institutional performance
statistics.

A second major feature of the proposals would be that of providing

the Commissioner of Education with explicit authority to limit, suspend

or terminate the eligibility status of postsecondary schools for 511
student aid programs should they be found to be in non-compliance with
pertinent statutes or regulations.

A third major feature is that of providing greater flexibility in
our available mechanisms for previding eligibility access to schools.
In the vocational school sector, we would propose a broadening of our
ability to rely upon the actions of competent State approval agencies in
order to provide eligibility status for their schools. Furthermore, we
see the need for a more comprehensive mechanism which can provide eligibility
status for those schools which have no recognized accrediting or State
approval agency available to them.

The final major feature of the statutory proposals on which we have
been wofking is language which will upgrade and strengthen the role of
the National Advisory Committee on Accreditation and Institutional

E1igibility, which has emerged during the past several years as one of

14
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ar wajor instruments for bringing increased substance to our efforts in

-his area.

Essentially, Mr. Chairman, the statutory changes we envision would,

if adopted by Congress:

--provide alternative channels for establishing institutional funding
eligibility, thereby lessening u.#arranted pressureS on both accrediting

agencies and institutions; .

—-create safeguards ensuring that the appropriate interests of students, .
institutions, the public and the Federal Governments are properly ’

protected;

--provide the Cormissioner of Education with reasonable authority
designed to enable him to fulfill his explicit and implied stewardship
responsibilities for administering programs of student financial

aid;
--add specificity and flexibility to the range of remedies available

in dealing with individual institutions and particular circumstances

in the realm of funding eligibility. ’

Another effort to which we have been. addressing ourselves in the
eligibility picture is that of development of regulations.. Presently,
we are re-drafting, or drafting anew, regulations pertaining to eligibility
determinations or procedures under present laws. Included among these
are improved regulations dealing with the recognition of accrediting and
State approval agencies.

In conclusion, I want to emphasize the enormous size and complexity of
the student aid programs. They involve billions of dollars, millions of

séudents, and thousands of schools and colieges. This presents us with an

enormous administrative burden which T trust will be better understood as a

result of these hearings.




2 i I R W BTSN & DU

'
i

VIV E L

UioLs

-
-

N LUANT L

é
O

o
~

ERIC

Aruitoxt provided by Eic:

8]

~
v

conisendy

]
H
.

%
L

Ry
-

\D
D
[sra]

B

11-29-

9-693

o
<

—

(o}
R¥5b)

aom pe

-

[wee)
[

.

[4¥

1

AR e Sl o Talis
IC U L,

”y
O

PLOG-575

3%

0

-
by
<

-

€ 0Y Ub

T
1oHang

‘g
h

3
H
14

a

.
¢
H

cig

[§

(o)
[
(V81

I

27

3

-

12N
[aad!
=1

- K
LY
Lo soa

- D
[oh P
) U

&ow

o 5
Ny syt
LW
P
[ 2 Y
WY
B
-
Do I o
Y <
SIS
' . 'l
S R
[ e
IS
Yo
P B N
Y]
-“;'-l (V)
e
-4 W
T
[P tyiv)

AR
L
el

ae

e

3
s
<N
e~

cO

4-1

PL 93-269




96T

M N i B NN .. N D . TIIEE oy H patt
P < P s . Y M .o » S . N N .- : |~!l}«l\.|
. e §oe o » 1e,a . . N . PR ‘e ! : ﬁ.v\n-‘\ n— _ . S pmnr——"} B
Y ' . . . . N ke » .. * . . =Ty N - - — $
.y v e . . . voe s b - ¢ L T 3
e * B - . o . i \ H '
L) . T 'Y 3
“ N i . H
‘. ! cH : } !
- 000’2
- i
. , ] :
. . '
.. ' :
- 000’y
. .
. . _ .
. .
' L]
“ 000’
!
1
¥ * 0
{ .
. § .
ﬂ [l
i _ !
! _ ;
- M - ————— - ’
i ' = 00978
i [
. i
1 !
i ' H
{ . ' M
H I ]
i | ! ;
: . ,* |
o . e N IR N I ot ; iono‘er
Cy . . .. N H !
. ' N . . b e * i
. . o . i
4 H ’ . » . . . . ‘. o i ¢ )
) [ » ' , . . . f .
“ L Lo R _ PR DU 2g 8 04 TAN ”
o | ! ' ”
- " . . i . ; e DL N IO T efe 5t p g Seh - mppes meeemeememere s e | ,
? "o . A Lo SIUSEITEWED LLOT PTITETE S Ty MR 18 4 4
— P : . . S D : : ‘
0 o . .. . . N R ’ : SIUOWY TNRIOD UPOT *VY*) IC ' 2Vecccc————— ~n: .
= . X cooe : A . ! STOTTILS
. =3 e . e ; . O I . . jur suroz
S ) . . . . e e . _ SQUSWITIVOD UPOT [PI0L JO Cauy -~ ) 70
- . S ‘- - i
el b L —— - uﬁn.‘n\m.-lanh

LLAT Yhnoaya aapT SIDOL 70914

SINOONY

ORI Lo N |

AL D

- O

-~

<
I

Aruitoxt provided by Eic:

E




L5 1L6T 0L67 6967 QOBT {957 2967

; RN I I I S TN TR A R T . ; : i I——
o S RS SRR ER AR octiipiie e Ll i el T e :
. Ve . . . . —— " i i 1 '
“ ¥ — 1 -\\\v\\
PR . ey . . . | g .
. e . e NN .\\.,\._. . .
. i, N - .
e : - ..\.\\ i o
R . g ! .
‘e [ \\\ i 7
— i 000’7
G [ " . .
g - . ¢
R . . , b
! . N | N {
B e . [] N v !
e T i '
Lo - . _ m
A b . ”- .o Q-?’\hw
o . i -
Y B i .
o !
: . . ‘ m
LI ] 4 M W '
. . i v i v . i
- < L4
DI N ‘ ; ; : 100079
[N N R . . _ |
P . { i
[ | + . n "o . |
§ved I . . . . m
IR R ' {
IR | w,_. . . _ . ¥ » _ 1
DN R . . sl P . ‘ . . {
) _ [ SRR B B [N o . i i
EERRTERS PN I R ; o 0098
N R e s e v gty be e« f . .
y o« e i . Lo PP [ . N .
LRI .H. ...Hﬁ.”«r HE . . !
. Foeoe [ v gtk b . e . »
RN ST I R L SCRES RN [ . ' . . 1 . .
sv e ! I R A B . i -
e b v ox ._—.v e e e b d oy oo [ " «
. HR . vy _.Fu..wu" ;e e e . i , . -,
A T D rrier o qepfiene . ’ ‘v 000707
f ¢ [ [N o ] v ’ e i m
! .y , vy [P SN ...%.Nh_ﬂ. Py P
PN P P . [ IR SRR S | m.. .. . e
. I ] Loa ey [ vre ey ) 4 . H
W .« s Foea v I ed e b §oa
L ] Ve . » ) ..ﬂ...mwn s - o4 . . WONr.wuv.cO?- 5 ow o
PR P IR I e bl ee . . poQBWIISE BI® (L F QLA (AL .
e [ T B voeox P I B ‘.
—— x & g W g Ty —
A ; : N TSP N e SauouITEWOD UPOT *I'S'I'd 30 ON Teoerer
P . b . P - .
. p N .
. s S SIUBWITUMOD UPCT “Y'Y JO 'O =wmmmmmem— .
¥ P 4+ e %o ¥ L T Py x5 %
; SRR EIN B PRSI E N HHE N —_— it (oeo)
f e o ! ML IR S2UBWITLRIOD NPOT [P0 7O 'ON . LR

E

[

[ 359

!

i

{

|

Qo
=S




. HV3IA Tvosid ’

a/5t SL6L LGl €L6L° ZL6L LL6L 0/6L GCGL 885L LEG6L 5oal
I I T j| I T 7 = T~ o
A '
rr———————
| e’ . e
— oot
33Vv1S 391440 .
IVYNQiD3Y .
. - — 2C¢
. [AA4 L0E G3: SL61 uj (eioy (o)
~ — — — PRI
@ PR 5 e t 2.5L Ul PPy —
L7 gLy csz 05t L5t —dos
A 22z 974 L7t PIAS)
Syt 12 - ¥ 2150
(XA o3 z2 ci™t
vnlov G2 . cm L5 VLG
o L tg CI61
34VLS 501440 c3 g s .n.ump
IVHLINGD m 05 Y oy £251
Sy L Ly et —-12C8% )
7 Gv 0 oy o251
\\sH\‘\Ow._&s:._.mm . 221310 201310 FLEYY
‘..v\. fexot l2ueiboy jrnunn [cosiy
44V1S 1890
V1041 . 003
. ‘ LS
(e} SHYEFAREN
e
g 9L6T HONOYHL 9961 SUVIA IS4 :
.m SAELER SHiAIVLS GAZIVOHLNY NI SIDNYHD )
= 3 SNVO1 LN3ONLS G313 HIVHYND 30 201420
O
kl

E

)
Aruitoxt provided by Eic:




ulative
wletve

Culative

“xhiLit =

COI™ 01 QPIPE "NG PHEL PRCGUAX

Fed. val Expenditu:ces--FY 1964 thru FY 1974 anc

thru I'y 1975

()

ulative
ulative
alative

1lative

Thru 1974 Thry 1975
Average rLoan Value s 998 s 1,037
Number of Loans Disbursed 6,435,000 7,311,000
Volume of Loans Disbursed $6,425,000,000 s 7,585,000,000

.

Interest Bencefits Payments 933,995,200 1,087,255,736
Special Allowance Payments 174,728,759 259,030,226
Claims Payments 209,146,320 322,146,000
Salary and Expense Funds 25,011,000 44,011,000

SUB-TOTAL

7S INCOME FROM:

37 .342.481,279

81,712 447 <ny

>llections 13,941,847 25,406,127

1surance Premiums 15,597,616 18,988,822
NET $1,313,341,816 $l,§68,048,013

"age cost per loan $204.09 $228.16

: per dollar of disbuf?ed loan .20 .23

‘ars disbursed per dollar cost s 4.89 $ 4.55




